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)
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REPLY COMMENTS OF
SOUTHWESTERN BELL TELEPHONE COMPANY

Southwestern Bell Telephone Company (SWBT) hereby files

its Reply Comments regarding Comments filed by several parties on

Ad Hoc Telecommunications Users Committee's (Ad Hoc) April 15, 1994

Petition for Rulemaking (Petition).

I. THE COMMISSION SHOULD REJECT COMMENTS REQUESTING THAT THE
COMMISSION DELAY COMPREHENSIVE EXAMINATION OF ACCESS REFORM
AND UNIVERSAL SERVICE ISSUES.

SWBT strongly disagrees with ICA's assertion that a
comprehensive review is too burdensome to undertake.! Virtually
all parties agree that the current access charge plan and the
associated methods of supporting universal service are no longer
viable in today's competitive environment. Anything less than a
comprehensive examination of these issues simply puts cff the
inevitable. Some parties may have limited resources to participate
in a comprehensive review, but a significant number have already
addressed the major issues and additional parties can be expected
to join the process once formal proceedings are initiated. There

is no need to fear that the issues will not be addressed by a
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sufficient number of commentors, which will provide a significant
amount of information for the Commission to consider.
SWBT supports NARUC's recommendation that additional
issues should be included by the Commission as a part of a
comprehensive review of universal service. These issues include:
(1) Whether universal service should promote universal
affordability of some services and universal availability
of other services;
(2) What measures of universality (e.g., percent of
subscribers} should be used to determine whether
universal serviceg policies have been met;

(3) How privacy issues may affect universal service policies;

(4) How universal service policies should balance costs
against economic and social benefits of services; and

(5) How the various policy makers can best coordinate their
efforts in developing and implementing universal service
policies, to ensure nationwide implementation while
minimizing overlap or duplication of subsidies.-

SWBT also suggests that this list represents only a subset of the
multitude of issues that would be involved in any truly
comprehensive review of universal service.

SWBT strongly agrees with USTA concerning the need for
the Commission to take action on USTA's Petition to reform access
charge rules. As USTA stated, its access charge rule proposals
will result in economically efficient pricing and correct market

signals while maintaining universal service support and eliminating

unnecessary regulatory burdens.’
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II. THE COMMISSION SHOULD ALLOW FOR INCREASES IN THE SUBSCRIBER
LINE CHARGE TO RECOVER THE INTERSTATE PORTION OF THE END
USER'S COST.

SWBT agrees with the D.C. PSC that subsidies for low-
income households alone may not be sufficient to protect universal
service.* In high-cost areas, competition may be slow to develop
and the resulting prices that are necessary to provide service to
such areas may substantially hinder the promotion of universal
service therein. For this reason, support to the carrier of last
resort in the high-cost areas may be essential to keep prices
reasonable for all subscribers in such areas.

The reasoning used by the D.C. PSC to support this
position, 1s, however, invalid. The D.C. PSC is concerned about
the "unlimited cost increases allocated to local service" which
will occur.® No one has proposed, nor will there be any chance of
"unlimited" cost increases. Increases to the Subscriber Line
Charge (SLC), for example, to recover the interstate portion of the
end user's cost would not be unreasonable, nor would they be
"unlimited." 1In fact, the Commission itself originally planned in
1984 to implement an End User Common Line (EUCL) charge that would
have fully recovered the interstate portion of end user costs.®

Likewise, the D.C. PSC's assercion that m"universal
service will not remain affordable if overall telephone rates are

not kept reasonable because of increases in the SLC or in the costs

*D.C. PSC, p. 4.
> Id., p. 4.

® MTS and WATS Market Structure: Decision and Order, CC
Docket Nos. 78-72 and 80-286, released Dec. 28, 1984.
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allocated to state Jjurisdictions"’ inaccurately predicts the
future. If the SLC is increased, access charges to IXCs will be
decreased, thus allowing for lower long-distance prices. These
actions will result in an offsetting effect on the end user's
telephone bill.

Additionally, even assuming the absence of a long-
distance price offset, the assertion that a price increase will
result in an unaffordable price is unsubstantiated. To address the
concern that certain individuals cannot afford telephone service,
SWBT agrees with the D.C. PSC that changes could be made ¢to
Lifeline-type programs to improve subscribership levels among low-
income households.? Lifeline programs could be re-examined to
determine whether qualification procedures could be relaxed to
promote increased subscribership levels. SWBT believes that an
appropriate amount of price rebalancing combined with properly
targeted Lifeline-type programs will go a long way toward providing
the appropriate framework for a competitive marketplace while
retaining safeguards for those individuals in need of assistance.

SWBT also strongly disagrees with ICA that additional
nontraffic-sensitive (NTS) costs should not be assigned to end
users and that increases to the SLC are premature.’ Continuing
pricing policies, such as charging IXCs a usage-sensitive Carrier
Common Line (CCL) charge for nontraffic-sensitive end user costs,

is contrary to economic efficiency and will not work in a

" D.C. PSC, p. 4.

8 7

., p. 3.

Q

ICA, pp. 2, 5.



- 5 -
competitive environment. The time has come to rectify these types
of policies. The elimination of CCL charges through an increase in
the SLC is one of the first steps the Commission should take to
more appropriately align access pricing levels.

ICA's concern about the lack of incentives to be more
efficient should also be rejected. LECs face competition for vast
portions of their business. LECs have repeatedly requested a "pure
price cap” system that provides financial incentives from increased
efficiency needed to respond to competition. Otherwise they will
face the loss of significant portions of their business without any
corresponding public interest benefit.

III. SUBSIDY PAYMENTS FOR LOW-INCOME HOUSEHOLDS ALONE MIGHT NOT BE
SUFFICIENT TO PRESERVE THE GOAL OF UNIVERSAL SERVICE.

Proposals to target universal service subsidy payments
toward only those individual end users who can demonstrate a need
for such financial support generally satisfy most economic
efficiency principles. However, as explained above, if social
policy objectives include maximizing the number of subscribers to
the telephone network, such narrowly focused subsidy programs might
not be as effective as a broader approach for high cost areas. The
costs associated with deploying and maintaining telecommunications
network facilities in relatively small, remote communities are
greater than the costs of providing telephone service to residents
of densely populated urban areas. If LEC local service rates are
expected to ultimately move closer to the costs of providing basic
telephone services, rate increases for such remote (typically

rural) communities might be anticipated. In these "high cost"
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areas, support to the local telephone service provider may be

required as a supplement to an expanded Lifeline program.

IV. CONCLUSION
The Commission should not delay a comprehensive review of
universal service and access reform issues. Rather, the Commission
should begin the process of rate rebalancing by increasing the SLC
to recover all interstate common line costs. Additionally, the
Commission should remain mindful of the continued support which may
be required to continue universal service goals in high-cost areas.
Respectfully submitted,
SOUTHWESTERN BELL TELEPHONE COMPANY
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